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The data in Chapter 3 show that, in 1998 and 1999, a number of well-financed
CLECs appeared poised to provide ll..ECs with competition for local exchange service in
large and Suburban markets in Texas and to slowly but steadily increase market share in
Rural areas. In 2000. however, some CLECs fell on hard times. forcing some into
bankruptcy, restructuring, and mergers. A number of these CLECs announced plans to
reduce their efforts in local voice service in Texas. At the same time. SWBT
strengthened its financial position relative to CLECs. gained substantial market share in
long distance markets. and raised the prices of various non-competitive
telecommunications services:

ClECs
CLECs entered Texas in large numbers in 1998 and 1999, A number of the

startups were well financed, and the three largest long-distance carriers had announced
their intentions to compete in local voice telephony in Texas. In the past year trends in
the stock market and in the telecommunications industry have dramatically changed the
dynamics ofcompetition in local service.

FINANCIAL SIZE AND STRENGTH IN THE LATE 1990s

The financial size and strength of CLECs relative to ll..ECs can influence the
quality and intensity of competition in local telephone service in various areas of Texas.
While a large number of CLECs have entered the Texas market, if their capitalization is
thin or if they are not affiliates or subsidiaries of well-capita1ized firms, CLECs may not
provide substantial competition to entrenched ll..ECs. particularly if financing for start-up
firms proves difficult

If a number of CLECs have deep pockets or are affiliates of companies with deep
pockets, these firms can fight long and hard for market share if the prospects for solid
profits are good. They would be in a position to finance the installation of lines. to
purchase long-term contracts for UNEs. to market their services effectively. and to
maintain a presence in a local market if the incumbent decided to undercut prices in an
attempt to retain market share.

The survey reveals that by the end of 1999. 90 CLECs had entered the Texas
market for local exchange service, as shown in Table 12." The vast majority of CLECs

$I Due to the Commission's IimiWions on acquirinl compelilively scnsilive infonnalion. the
number of CLECa lICtUally providinll service to payinl CUSIOIIIerS It tbIl end of 1999 iJ nol knoWD, and
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were private companies. Of the remaining CLECs, the survey showed comparable
numbers of telephone cooperatives and publicly traded firms.l9 These CLECs were
competing with fifty-nine !LECs. Telephone cooperatives and small, private companies
accounted for more than 80 percent of the !LECs.

Table 12 - Texas ILEes and CLECs by Type of Organization

ILEC. CLECa
Type at Entity Numa. Ptrcent otT* Numa. PtrcentalT*

PubUc Campanili 10 16.9% 10 11.1%

Privlll Compan" 25 42.4% 72 60.0%

Telephone CoopenlfYel 24 40.7% 8 8.9%

T* 59 100.0% 90 100.0%
Source: PublIC UUlIly Commoaslon D8IlI Aeq.-t 2000 A__

Table 13 lists the CLECs by size of their capitalization, defined in this case as the
value of debt and equity of the CLEC's parent in its most recent fmancial statement,
which in most cases was year-end 1998 or year-end 1999.60 Financial data on S2 CLECs
were not available for this analysis. Most of these S2 CLECs were private companies,
many of which do not publish their financial statements. Most of these flCDlS likely were
small with limited financial resources. They may have been niche players. gambling on
quick, rapid growth, or eventually merging with another CLEC when the marIcet
consolidates.

therefore the perCentali'll .aC those replyinlto the Commission's dala request cannol be known. Several
perspecti_ ani aveilable on the response raIe 10 the Commission's daIa request and are detailed in
Appendix H. B_ it is nearly impossible for a CLEC to provide services without an interconnection
agreement with an !LEe. the Commission believes that a critical mass oC competitive providen submiaed
dala, based on the 73 respon_ that were recci¥Cd from the 1'0 companies that lIlId inrerconnection
agreements in place by the end aC 1999, which wu the close oC the period for whicb data were reqUC*d.

" One of the cooperati_, Denton E1eclric COOperative. is an eleclric, JIO( a telephone,
cooperative.

.. Slllff in the Commission's Financial Review section made a detennination of which subsidiary
oC • company wu the parenl based on financial statements and experience in the indusuy. Staff did JIO(

contact or ask the finn directly for this information, so the Commission does noc claim that the
identificalion of the parenl companies is exact Nor did staff make an auemplto detennine the market
capitalization oC the publicly traded companies in this survey. Thus, the figures presented i" this analysis
should be considered illustrative rathet than definitive.
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Table 13 - Capitalization of CLECs: Debt and Equity Listed In Financial
Statements

SIzIolCLEC Number Percent ofToII1
Morwlhan S10 bllUon 10 11.1'10
$1 billion· $10 bURon 11 12.2'10
Sl00 million- $1 billion 7 7.8'10
Lea !hill Sl00 million 10 11.1'10
Unknown 52 57.8%
ToII1 90 100.0%
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In 1999 the Texas market had CLECs with a wide range of capitalizations. some
of which are very large electric or telephone utilities. Twenty-one fIrms, or a quarter of
all CLECs, had parent companies with $1 billion or more. Almost 70 percent of all
CLECs, however, had less than $100 million in capitalization or did not publish their
fmancial information.

The two largest n.ECs listed were SWBT and GTFlVerizon, n.ECs subject lP
customer choice. These two n.ECs each had capitalizations of over $10 billion, as shown
in Table 14. Almost 90 percent of all n.ECs in Texas, however, had capitalizations of
less than $100 million. State and federal law and regulations allow small n.ECs to forgo
the implementation of standard interconnection agreements. This exemption hinders
customer choice in many service areas of Rural Texas.

Table 14 - Capitalization of ILECs (Debt and Equity)

51_oIILEC Numblr Pen:ent 01 ToII1

lion !hill $10 billion 2 1.7'10

$1 billion - S10 blIIIon 1 3••'10

$100 million -$1 billion 3 5.1'10

L_ thin $100 mlllon 50 M.7'Io

Unknown 3 5.1 '10

TotII 58 100.0'10

CLECs' INVESTMENT IN INFRASTRUCTURE

The flood of fmancial capital that CLECs had at their disposal in the late 19901
allowed them to be aggressive in investing in new plant and equipment in Texas in 1999.
as shown in Table 15 and Table 16. While n.ECs had considerable construction
expenditures in the late 1990s, many of these expenditures appear 10 have been offset by
depreciation of existing equipment CLECs, in contrast, increased their construction
expenditures in 1999 by more than three times their 1998 expenditures, accounting for
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one out of every four dollars of new investment in 1999. As a result, CLECs' shan: of
infrastructure, as measured by net plant investment, doubled in one year to nearly ten
percent in 1999.

Table IS - Net Plant Investment

1998 1999
NelPfIllt Net PIIIlt

Inveltment % In~1IImInI %
ILEe 13.678.746.833 95.0% 13.849.6042,077 90.5%
CLEC 713,529,978 5.0% 1,457.917,968 9.5%
TolII 14,392,276,810 15.307.560,043

SOOJrct: Public UtIlity Conmiasion Oata R__ 2000 R.--

Table 16 - Construction Expenditures

1. 1.
Conltructlon Conatruc:tlon
exlltlndltu," % ex %

fLEe 2.398,430,541 90.8% 2,282,189,742 74.0%

CLEC 243.005.792 9.2% 800,785.785 2S.0%
TlllII 2.639,436,333 3,082,955,507

CLECs also invested in switching offices, as shown in Figure 14. Growth was
most rapid in switching offices serving 31.000 or fewer lines. Table 17 shows that
CLECs doubled the number of switching offices that served over 300,000 lines from
eight in 1998 to sixteen in 1999.

Figure 14 - Comparison of ILEC and CLEC SwitchiDa otnces
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Table 17"- Comparison of Switching Offices by Size of omce
1998 19911

Size of Switching Offlce ILEC CLEC ILEC CLEC

Fewer than 3,000 Unes 928 17 914 45

3,000 to 31,000 Lines 360 e 3S3 16

31,000 to 100.000 Unes 100 1 103 1

100,000 to 300.000 Unes 42 0 42 2

Over 300.000 Un•• 335 8 335 16

Total Swrtching Offices 1,765 34 1,757 80
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FINANCIAL STRUGGLES IN 2000-
The capitalization of firms in 1998 and 1999, while consistent with the timeframe

of the infonnation in the data collection instrument, no longer presents an accurate

picture of the financial condition of many CLECs.

The FTA and the increased marlcet penetration of the Internet stimulatid
substantial investment in the telecommunications industry in the past two yean•. Capital
spending by telecommunications companies in the United States is projected to exceed
$100 billion in 2000, almost three times the level in 199~. 61

According to analysts in the telecommunications industry. investment in
telecommunications lines and equipment has greatly outpaced growth in revenues in
1999 and 2000. The American telecommunications industry had a negative casb flow of
$20 billion in the fmt half of 2000, on top of a negative cash flow of $11 billion in
1999.62

The industry turned to capital markets to finance this investment, issuing tens of
billions of dollars in stocle and boods. The telecommunications industry became a major
source of investment funds. Since year-eod 1998. slightly more than SO percent, or about
$10.3 billion of the $20 billion in private equity that firms poured into minority
investments in public companies.. went to telecommunications firms. In 1998 and 1999,
telecommunications companies issued over $50 billion in high-yield bonds.6J

This sharp increase in investment has led to a boom and bust in share prices of
CLECs. Table 18 shows the perfonnance of the NASDAQ Telecommunications Index
for the period January 1. 1998 to December 5. 2000. The index rose from 306.1 in
December 31. 1997 to a peale of 1,230.1 on March 10.2000. By early 2000 this rise in
the stocle market provided CLECs with large capitalizations.

" "One Analyst's Grim TelecommunicatiOlll View," New Yort rUM3 (October '.2000).
02 {d.

" "l'elecom Sec:tor Has Become a BIlICk Hole for Investen," WaU Strut JollnllZl (October 13,
2000).
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Table 18 - Performance of the NASDAQ Telecommunications Index (January 1,
1998 - December 5, 2000)

NASDAQ Cumuillfw
Telecommunl~onl Incree.. lrom Increllllrom Decem_

D.- Inde. Previoue Perlod 31 1997
December 5. 2000 534.4 ·56.6% 74.3%
MlrcIll0. 2000 1.230.1 21.1% 301.2%
JenullY 1. 2000 1,015.4 102.7% 231.2%
Jenulry 1. 1991 500.9 63.4% 63.4%
JlnullY 1. 1991 306.8 roM roM

Sou",.: N.liOnai A8oCIciellon of Socuri1ln DeelOB _te, nt1p:lIwww.nacleq.c:om. 10131/00.

According to various reports in the financial press in the fall of 2000. investor
sentiment turned sharply negative towards the telecommunications sector when CLECa
were unable to convince investors that prevailing and projected profits were large enough
to justify the prevailing level of investment and high share prices. In the nine months
after its March 2000 peaIt, the NASDAQ Telecommunications Index fell 57 percent.

In the second half of 2000. CLECs found that access to capilal, in the fonn of
bank loans. issuance of debt, or initial public offerings of equity. was much more limited
than it had been in the previous 18 months. The spread between telecom high-yield bonds
and U.S. Treasuries (the safest debt instrument in the marlcet) rose from 4.72 percent at
the beginning of 2000 to 8.26 percent in mid-Qctober. dramatically increasing the cost of
raising venture capilal for the typical small CLEC.64

The fall in the share prices of telecommunications companies strongly impacted
some promising CLECs that had entered the Texas market. For example, four CLECs
that once had a capitalization listed in Table 13 as S800 million or more in 1998 or 1999
- Covad. ICG, Rhythms, and Teligent • saw their share prices fall more than 95 percent
from their 2000 peaks, as shown in Table 19. In contrast, the stock price of the leading
ILEC in Texas, Southwestern Bell, was less than 10 percent off its peak in 2000.

"/d.
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Table 19 - FaD In Share or Index Prices of Telecommunications Providers in 2000
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PrlcI 011

CIt8gory
Decemlllr 5, Percent Change In

"-lie Price In 2000 2001 Stoci Prtce
~OAQ Teleccmmunlcatlonllndll 1.230.1 534,4 '56.6%
IL!C

Southwesllm BtU 59.0 53.4 '9.5%
LIlli ClECI wlllell .... Lont'
0I1tanc1 CIrrtIn

AT&T 61.0 20.4 ·66.6%
SoriI1 67.0 23.9 ·64.3%

Wor1dcan 51.9 14.7 ·71.7%
Selecttd Sma. CLECe

A 110.1 17.8 -84.0%
CovId 68.8 1.9 ·97.1 %

ICG 39.2 0.3 ·99.2%
SO.O 0.9 ·98.2%r._ 100.0 3.5 ·98.5%

Larger CLECs that are long distance carriers also faced a difficult set of problems
in 2000. A significant change in the long distance arena occurred on July 10.2000. when
SWBT's affiliate SBC Long Distance entered the interLATA long distance market.
Given SBC Long Distance's initial success in attracting long distance customers.
combined with customer enthusiasm for one-stop shopping. the erosion of the interLATA
dominance of AT&T. WoridCom, and Sprint appears to be accelerating.

By the end of October 2000. stock prices for the three largest long distance
carriers feU by two-thirds from their calendar year 2000 highs. These events led 100g
distance carriers to reconsider their business strategies in the Texas local telephone
marItet.

CLECs RECONSIDER THE TEXAS MARKET

Table 20 presents a recent snapshot of the actions that key CLECs have taken
with regards to the Texas local voice marltet. Some of these CLECs were the largest,
most capitalized a E('s in the Texas in 1998 and 1999 and were considered the "shining
examples" of competitors to Texas ILECs for residential customers in Texas
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Table 20 - Changing Business Strategies rorCLECs In the Texas Market

CLEC Action TakIn Dill AnnoUllCld SouIw
AnT Reduced presence in 10125100 ~

residential voice market, SeIh Sclli..... •...T&T.ln Pubclt, WI
focusing on data services. BINk IlNlIlrAo • e...r-.'11ft
Restructureldives1itllre into VOl1c limas, 26. OCt. 2000.

four sepatata business. Floyd NoniI. 'AllT Realigns III
PlanetI,' NrIt YOtt TIt!ItI, OCt. 26,
2000.

Sprint Reduced presence in 11/03100 CNETN_.com
residential voice marllal, 11/22/00 PUC Pr1ljec:I No. 17.75 filinQ: Nan-
focusing on data services. Ocminllll Catlier Tanfl rIYiaionIlo

GIItdalIler Opllanll Clli11nV PI... II1d
em.- AlIa SeMclo •Splint L<>cII
Unlimilld II1d GiollII Preted Extnled

Wor1dcom RedlJced presence in 11/01100 2000 TIIlnIwIllyla.canVntWIIOO
residential voice market. 'W0I1dCcm ID RIOIgInizI, FocI.e en
focusing on data services. Intlmtl, Dill: DIhI Moming ......

OCt. Z7 2000.
Verizon NSSI Amend to withdraw local 10120I'OO V"1IlII BIjIj. 'VerizIln ID CloIt

satvice padcage. Reduced OMIicn,' o.JIM Moming ...... OCt.
presenca wiltW1 residtrltial 2O.2OCO.
voice mari<ll, focusing on 11/13100 ~ .t " ri Vrilrl s.JIt:ts.nar.
data saIVicee. Wrthdrawlll Inc.. lotan An..IIi,•• III ita CD.4.

of bundled pacllage
PUC DocMl No. 23271.

otlerinaL
Excel Communiclillona Inllnt III cease local 111201OO LetIer ID CCmlniaiQ I. Robin.JclNrl.

exchange satvice within ......GenorII Canol. e-I
!he Texas marilIl. CormuIicdonL

Soun:e: PIAlIlc uullty eo"l-'

Provided below are more details on the situations faced by the companies
presented in Table 20.

AT&T
In October 2000, AT&T abandoned its ambitious but unprofitable business plan

of the last three years in favor of splitting into three different companies: Wireless,
Broadband (containing cable). and Business Services, which contains and will eventually
spin-off Consumer Services. The Business Services division will own the AT&T name
and network, while the other companies will lease the rights. AT&:T's plan 10 deliver
bundled local exchange. long distance, broadband internet, and cable television over
coaxial cable lines is now defunct.M

AT&T is also spinning off Liberty Media, a cable programming company it
acquired dUri~ its long buildUp in preparation for the abandoned integrated cable
services plan. Some telecommunications analysts say that AT&T will eventually pull
completely out of the local exchange market, which has produced lower revenues than

os Selh Schiesel. -For Local Phone Users, Choice Isn't An Option,· 71w New Yort rUMS, II Al
(November 21. 2000).

.. Geraldine Fabrilcanl, "AT.iT Plans Spinoff to Cut Cable Holdinp," 71w N.w Yort rUMS II CI
(November 16. 2000). .
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expected.61 The company has also seen an 11 % drop in its long distance earnings in
2000, down fromS22 billion.6

' With a S62 billion debt and company stock down from a
high of $6l1share in 1999 to less than S20/share in November 2000. few financial
analysts are predicting a quick recovery.69

AT&T plans to move its Consumer Services division into bundling voice and
DSL, and recently appointed David Dorman. an executive with a history of taking over
troubled companies. as its president. Donnan is ex~ted to focus on maintaining quality
in the Business and Consumer Services division. 0 Some analysts have alleged that
bundling voice and data will not solve the company's problems. as it will not differentiate
AT&T from the many other CLECs offering the same services.71 However. in the era of
deregulation. long distance does not hold the same place for AT&T as it has in the past.
The BOCs are entering the market with a strong customer base. As described in Chapter
Three, SWBT, in particular. has picked up over a million long distance customers in
Texas since July, grabbing a 12% share of the long distance market while ceding very
little of the local exchange market.n

Verlzon

Like AT&T, Verizon is having difficulty in the competitive local exchange and
long distance markets. Verizon fared better than some other major telecommunicatio~

companies. through better estimation of its profit expectations. However, local and long
distance revenues are dropping for the company, which claims that data sales alone are
keeping its profits aloft.7J

Verizon's financial difficulties in the CLEC market have apparently led the
company to attempt to pull out of the residential competitive local exchange martet in
Texas. where it services over 43,000 customers. Verizon's CLEc, VSSI, submitted an
Application for Amendment to its COA in November 2000, stating its wisb to
"discontinue competitive local exchange services to COI1SUIDCl'll and small business
customers in Southwestern Bell and fanner GTE service areas." The PUC is awaiting
further information from Verizon. including any plans for transfer of current customers to
similar plans on other local exchange carriers and a justification for retaining its COA•

.., Sedl Sch_1. "F« Loc:U Phone Users, OIoice Isn't All Opcion," TM NrN Yori: TUfW. II Al
(November 21, 2000).

II DebonIl Solomon, "ATolT P1anI Bil Asset Sales to Cut Debl," TM Wdil St""tJournal. at A3
(November I. 2000).

II PelIr E1IIrom, "ATolT: Breaking Up Is Still Hard To Do," BlUinu.r W." at 173·174
(November 6, WOO).

'" DebonIl Solomon, "ATolT Names Telecom Vetenn Dorman Had of Blllinesa, Conawner·
Phone Uniu," TM Wdil Slnll JoumaJ, It A3 (November 29, WOO).

11 Elizabeth Starr Miller, "Coasumers It L!Ml Core: ATolT to Keep C_ Side Close to
Home," r.kphotry. It :zs (October 30. 2(00).

72 Elizabedl Ooultua. "F'II'IIII Giving Loag.DislltlCC Short Shrift." TM L.A TUfW (November 8.
2000). accessed via Internet. WWWJatign COm.

73 Shawn YounJ, "Vcrizoa Reporll Solicl Results Amid SaIeI Growth," TM Wdil Stre.t JoumaJ,
It B10 (October 31, 2000).
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MCI WorldCom

Immediately following AT&T's split announcement, WorldCom revealed that it
also will spin off its local exchange and long distance services. most of which it acquired
when it merged with MCI Communications in 1998. into a separate tracking stock under
the MCI name.

74
As with AT&T, some analysts contend that this is the beginning of a

shift away from local service.15 WorldCom's stock is down 75% from its 1999 peak,
proponionally more than AT&T's loss.76

WorldCom CEO Bernard Ebbers had long presented the company as an upstan
intent on taking AT&T's business. but some analysts contend that Ebbers structured his
company so similarly to AT&T that he was caught in the same downdraft in long
distance revenues.17 To illustrate the cutthroat nature of the long distance environment,
Ebbers described a situation in which. after MCI won a big contract for Kman's
communication business, AT&T CEO C. Michael Armstrong called Kman and offered
them service for $5 million less than WorldCom's bid. regardless of what it was. Ebbers
then offered !(man service for $2 million below AT&T's offer, which would have been.
by his admission, less than profitable. AT&T lowered its bid again and won the
contract.11

WoridCom's push towards data is evidenced in its recent acquisition of
Intennedia, a leading data provider, only a few weeks after announcing the MCI spin-off.
WoridCom also recently began providing high-speed internet access in Memphis through
fixed wireless technology.

Sprint

Sprint profits have been steady lately. mostly due to packaging long distance with
data.19 Sprint's CLEC offers local exchange service in 21 markets throughout the nation
and has announced plans to enter 80 more over the next year. mostly using fued wireless
technology.80 Sprint is de-emphasizing traditional local exchange, however, except as
pan of a package.I.

,. Seth Schiesel, "With WorldCom's Breakup Plan. &rie Similarities to AT&T," 1M New Yon:
Ti_•• II C1 (November 2. 2000).

" EliZlbelll Dou&fass, "Firms Oiving Long-Distance Shon Shrift," 1M LA rUM' (November 8.
2000), acces"'" via11I-. www.laUmcs.com.

7' "WorldCom's Bernie Ebben Scrambles to Raise Cash." 1M New Yon: rUM', II CI (November
11.2000).

77 Seth Schiesel, "Willi WorldCom', Breakup Plan, &rie SimilariUes to AT&T." 1M New Yon:
TInu!', II C1 (November 2. 2(00).

11 David Henry and MicheUe Kessler, "Competition Orows Fierce." USA. Today (November 2.
2000), acc·ned via Iiuernet. www uatp1,y,cpOJ.

,. Bruce Meyerson. ''Sprint Will Not Spia Off Long-Distance," " ...till "IMricQII·$tQl__ II 04
(November 4, 2000)•

.. Paul Davidson. "Competition Squeezes Out TtlIditionaJ F"1rIIIS," USA. Today (November 3,
2000), ac:c:essed via Internet, www yatoday,com.

" Bruce Meyerson. ''Sprint Will Not Spin Off Long-Distance," " ...tin ,,_ricQII-$latw'IIJII, 1104
(November 4, 2000).
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This de-emphasis of local exchange has led the company's CLEC to cease
offering residential local exchange service to new customers in Texas as of November
27. 2000. Existing customers have been grandfathered in their se~ce. but are not
allowed to change any features or add lines at the risk of tennination of service.

In October. Sprint announced plans to offer its ION (meaning "inlegrated on
deman~") s~rvice to n:sidential custo~ in Ho~ton and Dallas. ION bundles up to
four vOice lmes. 750 ~nutes of long distance. vertical telephone services. and high-speed
mte~et acc~ss. , It IS unclear whether., in light of Sprint·s CLEC's decision to quit
offenng reSidential local exchange semce. the company will follow through with this
announcement. Sprint claims that the service would cost between $120 and S150. and
has been available to business customers in Dallas since June.

Excel Communications

Excel Communications is a CLEC focused mostly on long distance. wireless. and
internet access. although the company has been offering voice in some areas of Texas.
However. like Sprint and Verizon. Excel has just announced its inlent to cease local
exchange service in Texas. citing the difficulty of breaking into the CLEC market in
Texas and concerns about the short-lenn profitability.

TXU I Fort Bend Communications and Reliant Communications

These two companies had some of the deepest pockets among CLECs, as well as
electric industry parents with a strong local presence and name recognition in Dallas and
Houston. two markets where CLECs had been building wireline infrastructure. These
advantages were nol sufficient to challenge SWBT in local service. Reliant
Communications has announced that it is abandoning voice service to focus on data
services. TXU I Fort Bend Communications has announced that it will limit its presence
in the residential voice market to the more upscale and Suburban markets in Texas. 8y
reducing its presence in residential voice markets. the company could focus on providing
data services.

ILECs
In the past two years. n.ECs have used the pricing flexibility and bundling of

services that they gained in S8560 to try to retain customers. SWBT has raised prices on
a variety of services that competitors do not provide.

58 560 AND PRICING FLExIBIUTY
S8 560 provided n.ECs with pricing and Packaginl flexibility for a variety of

nonbasic services to allow customers to buy a bundled product of services from one
provider. also known as ODe-stop shoppinl- 'Through one-stop shopping. a customer can
often obtain a lower price for a package of bundled services, can eliminale any
aggravation associated with having multiple providers. and can consolidate multiple
service charges onto one bill for billing ease. Because oue-stop shopping has become
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popular in recent years, !LECs and their competitors are aggressively bundling services
together in various packages that appeal to customers, particularly in urban areas.12

ILECs, primarily SWBT and Verizon (GTE/Contel), exercised their pricing
flexibility options in various ways, filing approximately 150 pricing flexibility tariffs
since September 1999.

83
SWBT, in particular, offered dozens of promotions on vertical

services (such as call return, Caller ID, call waiting, and speed calling) and toll services
by waiving non-recurring installation charges, providing cash-back offers for customers
who retain service for a minimum period, and through other incentives.

These !LEes packaged popular vertical services and toll services together in
different ways that allow customers to obtain a bundle of services at a lower overall price.
In September of 1999, for example, SWBT reduced prices for some toll packages,
business call-management service packages, residential single-line packages, and
government contracts for business lines in a range of approximately 5% to 30%. SWBT
also exercised its ability to offer customer-specific pricing on many services, including
long-distance services, certain high-speed digital private line services. and governmental
services. By agreeing to obtain service for a fixed term, usually 1-5 years. business
telephone customers benefit from lower rates offered through customer-specific
contracts.80

Over the same period SWBT also lowered the prices of some individual services,
to better compete with offerings from other providers. as shown in Table 21. For
example. SWBT reduced the prices for (1) its Personalized Ring and Priority Call
services by 13% to 33%; (2) its Plexar I and n offerings (central-office-based PBX-type
services) by I'lli to 14% in 1999. and various Plexar n ancillary features by 14% to 50%
(involving decreases ranging from $.10 to $2.50) in 2000; and (3) its shorter-term digital
private-line contracts (month-to-month and 1-3 years) by 6% to 22% on average. Of
these, the Plexar and private line offerings are available to business customers only.

On the other band, SWBT has significantly increased the prices for a number of
nonbasic services. often services that are very popular and for whicb competitive
alternatives are very limited. In September of 1999. SWBT raised prices on some of its

12 ILECa may offer their CUSIOmet1 the followin,: local exchanle telephone service, custom
calling features and venicaJ services, hardware to suppon CUSlOm callinl features and vertical services
(such u the Caller m uait ttw identifies a calling number). lonl distance service. internel service, voice
messaging scrviceIllId Olber eniwIced services, cellular telephone service, high-speed priv"", line service,
digital subscriber liM (DSL) service, IlId Olber services,

13 From September 1999 through October 2000. ifprice increases IlId decreases. new services, IlId
promotions are included in the mill, the number exceeds 1"•

.. PUM 15S.oo3(a) prohibits some cUSlOmer-specific conuacts until 2003. specifically those
applying to a narrow ran.. of services offered by Chapter '8 companies, primarily for the basic local lines
of business and residential CUSlOmen. A Chapter'8 company can offer cUSlOmer-specific pricing for IIlOSl
of its other services, including many vertical services IlId toll services. For example, SWBTs tariff
currently permits SWBT to enter into customer-specific conll'lCtS widl residential or business cUSlOmen for
any Ions_distance service it offers. Also, hilb-spced priVaIe lines are routinely offered on • customer
specific conuacl basis. Generally. business customers are more likely to find the long-term conll'lCtS
al1n!Clive dian are residential cUSlOmers.
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more popular busmess call-management servicesu in a range of approximately 6% to
42%. In November of 1999, SWBT increased the price of a business exua directory
listing by 107%. from $1.45 to $3.00. i6 In June of 2000, SWBT increased its monthly
rates for residential Caller ID services (caller ID name-or-number and caller ID name.
and-number, both of which are very popular in Texas) in a range of 22% to 30%."
SWBT also raised the following rates: (1) for per-use three-way calling, from $.75 to
$.95, with the 56.00 monthly cap eliminated; (2) for call retum. from $..50 to $.95 per use.
while eliminating the $4.00 monthly cap; and (3) for residential call blocker and
residential auto redial. from 52.00 to $3.00 each per month. In late 2000, SWBT raised
its analog private-line rates by an average of 15%. SWBT also recently proposed a large
increase to its charge for not publishing a directory listing ("unlisted numbers"). Over
the past two years, the price of individual vertical services tended to rise, making the
package prices more attraetive to customers.

Recently, the Commission established its threshold policy concerning packaging
services for sale on a wholesale basis. Responding to a complaint filed by AT&:T
regarding SWBT's essential office package for business customers, the commission
determined that an ll.EC may not tie the sale of vertical services with the pl1l'thase of
basic services on a wholesale basis. TIle Commission determined that such a pricinl
mechanism is presumptively an unreasonable restriction CD resale that is prohibited by
PURA and the FTA.II

., Eumplclmlbree-way callin&. anonymous call rejeclioa, auto redial, call waitiD&. call waidn,
10, and call forwanlin.. (The price for residential call forwan!iD&. newly claaaified by SB 560 II a buic
nelwork service, bu IlOl boca raiJed.)

.. /n{omJQlioMl Filin, 01 SoUlhwut.m B.U T.kphDM COItIpQII"j Pricin, FIuM1iJity AuocilUtd
with BlUiIIus ExIra Urtin,1, PunllQlU to PURA 158.15, TariffCoalrol No. 21692 (November 19. 1999).

17 /nformtUioMl NotU:. 01SWBT{or Pricin, Fluibility RuidIIu:. and BIUiIIus 0Ul MIUUI,"f1.1Il
(VtrlU:Ql) S.rvicu; PunllQlU to PURA '58.063 and '58.152. Tarifl'ConlroI No. 22719 (June 27. 2000).

u Complailll 01 ilT&T CommlUlictZliolU 01 tht SoUlhwn, /fIC. ,..,anlill, Tari// CoIllrOI NllItfMr
213/J. Pric. FluibiJity·&s.ntial 0ffIc. Packa,u, Cockel No. 21425, Pinal Order (Decemiler 19,2000).
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Table 21- SWBT Price Changes Made Under SB S60t

Service lletcrtptlon R••idIntIaI PriceI Bueinea PriceI
Olel New CIlIntt Olel New

Th,. w., Calling Allows 'on held" &'lIdd on" CIjlaDility 52.10 for $3.00 far r r S2.5O $4,00
via swrtclll'Olil first, and firat,1Ild

~Q FOlWIIdIng Permits IrWtIf 01 incallng Q1i1lD SUOPI' $2.00 PI' r r S3.5O $8.00
anod1er ...",. no. Iddlionll ~

Speed CIllIng • Permits SjlMd diaIi1g fer up ID~ 0I~ 0I~ ! S2.5O S1.50
'1lld~1d m.mll1II seMc:el SIIVicII

Anony-.'" PermitllUlDmalic rIjedicn 01 S1,00 S1.00 • f S1.00 $2,00
rejIcIlon ancnymaua inccming calli vi. CIIIr

10
Aula RocIIaI Ringa • CIhd buay IUIlber "'*' $2.00 $3.00 f f S3.5O $4,00

ilYlii_
CaIlWIilIng 1_an inccming CIII while on $2,80 52.80 • f S3.25 $5,00

Ihi line
~WaitlnglD IdIntiIlII name end/or _ 01 S3.00 $3.00 • f $3.00 $8.00

irmrrina CIlI whiII on line
CIlIIr ID NIme at Showa NamlI Q( Nuno. oIlnccming $4,95 SUO f f 57.50 sa.oo
Caliai' ID NumW CIIIr
CIlIIllocUr 8lcdlI1ncaring calla fran $2.00 $3.00 f f $3.00 S3.5O

IIlI!IbIfI
SpIed 30 Permits SjlMd diIIi1g far up III 30 NA NA ! ! S3.2lI S2.OO

runblll
Prtorily Cal PIOvidII diIliidlw ring on CIiII fran S2.5O $2.00 ! ! $3.00 $2.00

IIlI!IbIfI
~Alngl lliIlIncM ring far an lIddilIonII $4.00 S3.5O ! ! se..oo $8.00

ntIIIIlor on ..... _ IN
CaIl~ A!tlgI maal_ calling IUIlIlIr by S.50 uc:Il, U51l1C1l f f S.5O IlICIl U51l1C1l

cial~ '!Ill $4,00_ {no-' $4.00_ (no_I
T1ne W., Cdng, AboI 'on held" nj 'Idd t:K $.75 US f f $.75 US-- '. via IWitcII hac*
CalIT~,. Tracaalallncaring cal. via sa.OO $7.00 ! ! $8.00 $7,00
AcUnIlllI adlvIlion balorI nul CIII rICIiVId
ot.-y PIOvidII cillClDry M" II a via $.30 PI' S.75P1' f f S.3O PI' $.75 PI'
~tanee-DncI calling 1-411; ClllIiIowIi _ nal

_
_on UN uaaon

DIaIIlI elflClld IccaI CIIIr IOCII CIIiI
ot.-y ear- caIrr to ntIIIIlor olltIirlId S.3O PI' S.OS PI' ! ! S.3O PI' $.OS PI'
Aarlatance Cal "'*' ciaIi'Ig ciIIClDry IIIRncI

_ - uaa UII

-Chol
t Od.-.l ____ prieM tram Aug.-1888llv1l1qle--2lIOO

PRICING AND PACKAGING COMPARISONS AMONG PROVIDERS

Basic Service Charge.

For a residential customer desiring only basic local service with no additional
services (such as call waiting. call forwarding. caHer 10. etc.). the minimum rates offered
by the leading companies are shown in Table 22 below. Except for SWBT. most
telecommunications companies do not package special long distance rates for customers
seeking minimum basic service,
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All cost figures are subject to fees, taxes, and surcharges, and may vary slightly
among areas. Long distance packages are extra unless noted otherwise.

Table 22 - Minimum Rates for Basic Local Residential Service
Com....... SWIld SDrfnlllLEcf ATiT Mel
O'-lTo.- X X X X
au. Optional long some additional

distance at seNices may be
$O.09/minute available at no charae

Colt Del' Month $12·$18" $11·$18.7S" $1S 17.75-$10.50
'1nctudM SullIctibir Une ChlIrve. may Inctude nwnda10rf EAllnded"- StMca IIld e-- lOCIl c.wng s.rw:.

Soun:e: PullIc UUIlly Ccmmioolcn, Surwy of cal1'*'Y ol!IrII9 • of _bIr 28. 2000

Residential Package Comparison

Some residential customers hope to save money on local service, vertical services,
and long distance through packages. which telephone companies are happy to offer to
win more customers in the residential market. Table 23 shows some of the service
packages offered by major telephone companies. The SWBT plan integrateS many
vertical services with local exchange service and a long distance plan. Sprint offers two
packages, one with a set long distance plan and one that allows access to any of its pAl
established long distance plans. AT&T offers a fixed long distance plan with customer
choice in the number and type of vertical services. The Mel Worldcom packages offer
permutations on local service combined with customer choice in different long distance
plans and optional vertical services.

All packages are subject to service limitations and may not be available in all
areas. All cost figures are subject to fees. taxes. and surcharges. and may vary slightly
among areas.
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Table 23 - Comparison of Local and Long Distance Residential Service Packages

ChcO:e 01 nne
Source: Public UlllIy~ Surwy 01 c:omPll1Y 011.....0I_,1bII 28.2000

ComDany SW llIII SClIlnt Snrint ATiT Mel Mel
Plcklge ~ Connect.d Cullom • LOQ/One OneComPMY One CoIllJlMY

Solution Solution Solution R_T_ A 200 Advln'-7
Ohi Tone X X X X X X
Long Olltlnce $0.06 100 minutes Choice 0/ SO.07 200minlJtlll SO.07
Colt per Mlnutl included, Sprilll.ong irduded.

SO.10 0YIt DislancI SO.07 0'Iet' 200
100 minutes PICicI- minulll

Vlltlcal PICllagI The EssentiaJI E-mail Choice 0/ Mel PlIlI1ium PacicIges
(FHturelBIlow) Worica Featurl Plana: availallll. but not mandalcly

3 5 10
.~CaIl X X X Choice of 5or 10

RIliIdion
• Auto Recill X X X X Choice of 501' 10
• Call 8Ia:Il X
• Call FolWIIdnn X X X X' X Choice of 501' 10
• Call F1lfWIIlling - Choice of 5 01' 10e.;;,;
• CIiII'olwWi1g- Choice 01 501' 10
e.;;,;'Nom-

• CIiII'olwWi1g- Choice 01 501' 10
Nom-

• CIiIRIlUm X X X X Choice 01 5 01' 10

• CIiI X' X X Choice 0/ 5 01' 10
• CIiI WaiIInn X X X X- X X Choice at 501' 10
• Call WIillna 10 X Choice 0/5 or 10
• CIiI Wlilina 10 P!uI Choice 0/5 or 10
• Call« 10 X X X X- X X Choice 015 or 10
• Call« 10 (no _I Choice 0/5 or 10
• Distinc:tiw _ X Choice 0/5 or 10
• Non4iIlId NwnOIr X-
.~ X-

NlmlIt

• PricriIv Cd X Choice 0/5 or 10
• Priorily CII Choice 0/5 or 10

F
• Selective CII X X

.S'-OlIIS X X Choice 0/ 501' 10

.Th",WfN~ X X X X- X X Choice 0/5 or 10
Voice .... X
In_WIre X
M8IntenInca PlIIt01_

Airline M" or
BIoddluIlIt Cfttilicalll

Colt per MonlIl $3'" $30 sa 3FIIlUNI: No""" NoFMww:
pIuI pIua IonI $22..... .... 11•••

fnlw1don dIIlIIa SFeIIInI: 5,.... SF.-.-..... $27" Ml.M $3O.M
10Felllnl: 10"'" 10 FtIIInI:

S3Z.II $4U4 S3I.M
•
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Small Business Package Costs Compared to Residential Costs

<?iven that some of the price ~ps in the above chart are found among services
that buslDess customers may be more hkely to use than residential customers. it is also of
in~rest ,to see how basic service packages for business Customers compare to those for
nmdentlal customers. SWBT appears to be the only major company offering business
customers a bener price on vertical service packages than the price they offer residential
customers for the same services. Table 24 shows how SWBT's BASICS Business Plan
offers a package of vertical services to business customers at a bener price than it offers
to residential customers. who could get the exact same package only by buying each of
those services at their respective unbundled rates. SWBT does. however, offer a larger
package of vertical services to residential customers at a slightly higher rate that is
unavailable to business customers.89

Table 24 - A BusinessIResldentlal Basic Package Cost Comparlsoa

Com- SWW SWW SWW
Plclulge Busl_ Unbunchd Aftldlntlll Slnfell Aftldlnllll

BASICS PlIn Compirablll~ I':" BASICS WORJ<S
SUII_ PlIn nat I PICa.

• Aula RIdIII CI1clict 01 One CI1clict of One X

• CII BIocIuIr Chcice 01 One Chcice 01 One X
• CIIF X X X

• CIIl RIIum Chcice 01 One Chcic:e 01 One X
• CIIl WIIIInoI X X X
• CIII WoiiiMID X X
• CII\IIID X X X

• PrlDrttY CII X
• RtmotI.-e- ta X X

CIIl
• SllleM CIII Choice 01 One Chcice 01 One X

• s~ca""" X

• TlvwoWIV~..... CI1clict 01 One Chaica 01 One X
Coli Per IIonlII $'''- $1a.7S-aO.71 $11.11

Internet Ace... Packages Comparison

Although all of the major telephone companie:1 claim to be moving towards
offering bUDdled voice and data, only SWBT and Splint are currently offering such
packages in Texas. Table 25 examines the differences in these packages. SWBT has
organized a number of packages around integrated services. including combining dial
tone and long distance with internet access. wireless service. and DlRECI'V. None of the
other major telephone companies has takcD such steps in Texas, although Sprint has
announced plans to offer its similar ION service in Dallas and Houston next year. At

.. All pacOlca are subject to service UmiWiODl and lIUIy IIOl be IVllilable in III -. All COIl
tigurea arc above and beyond buic serviCe raIeI (incJudinl dill lone), arc subject to f_ lUeS, and
.un:hargea, and may ytry slipuly amanl oreu.
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present, Sprint has pacJcaged several long distance plans with internet access, which can
be combined with its local service Custom II Solutions plan in a way that is competitive
with SWBT's internet access plans.90

Table 25 - Comparison otIntemet Access Packages for Residential Customers

COmDaDY SW IltlI SWW SDrtnt Sorint
Packlgl DSL Well Well 7, Anytime and Eanhl/nk 1000 Nights and Eanhllnll

SolUlloft SoIUlloft
Dial Tone X X Availabla Itlroum Sorint CUItcm II Solution (no! mandatorvl
Long Distance SO.08 SO.08 SO.07 1000 minutle included
Coat pet' MIn" during 7pm - 7l1li,

SO.10 lor calli 0'IIr 1000
minutes and 1/ oitler times

Vertical FeatuIH Same u SW Bel, Phone Availabla Itlrough Sprint CilsIcm II SoIu1ion (1101 rnandllOly)
SoIu1ion

56k Unllml1lld X X X
Intamet""-
DSL X
Email Add_ 5-10 11 8 1
Well SIta S_ 3-6MB 6 MB 8MIl
Contnct 1_ No no no
0tIltr 2"" Phone Lint
Coat pet' Uontll •• $lUI $1... S30

plut plut _nolDcal .....) (will no 1DcaI....)
llil'" , In,' , lion S40UI •IwtlIl_~ I SolutIonI __ea-I SolutIDnI

Sou"",; PuIlIc UUlIlyeornn-. Surwy 01 """"*'" oIleringr • oI_'iIlai 28, 2OClO

Conclusion
Investors provided CLECs with a large amount of money in the form of equity,

debt, and bank loans in the late 19901 to challenge well-heeled n.ECs across the country.
As a result, as seen in Chapter 3, CLECs gained market share in local telephony in the
late 19905 in Texas.

In 1998 and 1999, a sizeable number of CLECs entered the Texas market,
including a number of well·financed long-distance carriers and start-ups. Some of the
investment wu speculative, however, as 40 percent stated that they had DO customers as
of December 31, 1999.

In the seven months from March to October 2000, prices of CLECs' bonds and
stocles fell sharply, crimping the funding for sizeable CLECs that had planned to compete
in the Texas local voice market, At the same time. SWBT's stock rebounded from its
low of calendar year 2000.

go All packages an: subject to service Iimiwions and may IIOC be aYailab1e iD all areas. All COIl
figures .....ubject to r-. taxes, and .urchar.... and may vary s1ighdy IDIlIDI .....
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CHAPTERS:
ALTERNATIVE MARKET PROVIDERS

69

Through most of the 20lb Century, the prevailing view of telephony was that
wireline was the only means to provide voice telephone services. This monopoly
provision of telephone service required that state and federal governments maintain
continuing oversight of and intervention in the industry. As technological changes and
market forces reinforced by regulation-based price distortions changed the cost and
benefits of maintaining monopoly service in voice telephony. state and federal
governments responded through legal and regulatory changes. The breakup of AT&T in
the 19805 unbundled long-distance voice from local voice services. The federal
Telecommunications Act of 1996 created the ground rules for entry of CLECs into local
voice telephony. whose entry in turn culminated in SWBT's entry into the long distance
market. -

Technology is again reshaping the competitive landscape of telecouununicatiol15.
New technologies such as cable. wireless. satellite, and voice over internet protocol
(YolP) likely will create new avenues and providers for customers to receive traditional
local and long distance voice services. profoundly changing the market structure from the
customers' point of view. Telecommunication providers will sellloca1 and long-distance
voice services as part of a bundled product, where pricing, tenns and conditions of voice
service will no longer be determined independently of other telecommunications services.

New market segments and technologies. such as wireless telephony. the Internet,
and local and long-distance data services are diminishing the importance of long distance
and local voice on wireline. I.P. Morgan Securities, in a recent analysis of the
telecouununications industry. has estimated that both local and long distance wireline
voice. which accounted for about 70 percent of 1999 telecommunication revenues in the
United Slates. will account for only 39 percent of revenues in 2005.91

The rise of Internet Protocol as the backbone for wireline telecommunications has
the potei:Itial to replace the dedicated switched circuit that has been the basis of telephony
for the past century. I.P Morgan also projected that information transmitted through the
Internet Protocol (IP) alone probably will comprise more than 90 percent of the wireline
bit stream in 2005. compared with 13 percent in 1998.92

The purpose of this chapter is to discuss alternatives to wireline telephony, not
with regard to their technological feasibility. but with respect to their potential to

91 l.P. Morgan Securities, Equiry Research, T,l4com s.",icu, il FreJ/t LooIt. III t1tI/ndlutry. al4,
Table 1 (Sept. 8. 2000).

112 /d III 6.
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seriously challenge wireline !LECs for market share. While CLECs and !LECs have
deployed most of the alternatives discussed below, their availability at a price that would
be competitive to the majority of Texans is limited to one exception: mobile telephony.

. This report divides these ~echnologies into three .:ategories: current competitors.
comIng competltors, and potential future competitors. This report draws from the
Commission's recent Advanced Services Report to discuss these technologies.93

Current Competitor

Currently, wireline voice has one competitor that provides local and long-distance
voice at a price and quality that is becoming comparable to that of wireline service:
mobile telephony.

MOBILE TELEPHONY

In the United Slates in the twelve months ending December 1999, mobile
telephony subscribership increased 24 percent from 69.2 million to 86 million. Eighty
eight percent of the total U.S. population has three or more different operators offering
mobile telephone service in the county where they reside. Moreover, 69 percent of the
population live in areas with five or more mobile telephone operators offering service.~

According to the FCC, nearly one in every three Texans was a mobile telephone
subscriber at year~nd 1999. In particular, Texas bad 0.29 subscribers per capitil. the
same rate as the United Slates as a whole. as shown in Table 26. Texas also bad 0.44
subscribers per end-user wireline, which is comparable to the United States. with 0.42
subscribers per end-user wireline.9

'

The price of mobile telephone service reportedly decreased by 11.3 percent
between the end of January 1999 and the end of January 2000. Some reports estimate
that the prices fell as much as 20 percent between 1998 and 1999.96 Further, one analyst
claimed that roaming rates per minute have declined. The local average roaming rate per
minute fell from SO.75 in the fourth quarter of 1997 to SO.37 in the first quarter of 1999.97

At present, concerns about the quality of service of wireless telephony have kept
consumers from using wireless telephony as a complete substitute for local wireline
service. Fast-growing demand has required companies to invest-in large-scale, rapid
expansion of their facilities in a short period of time. and the multiple wireless systems in
the United States increase the complexity of providing telecommunication service
relative to wireless services in Europe.

" Public Utility Commission of TeUS, R.pon to 1M .,.,. l.tgisl4tur. 011 Iod'IQ/ICtd S.rvU:u ill
Rural and High Cost IoreIU (January 2(01)•

.. FCC R.klU.s Fifth A.nmul/ R.porr all S,al. of Winless llItiIulry. CC Docket No. 00.289,
Report (ReI. August 2000). .

" Federal Communications Commission. Local T.lepitaM Competition al tltt New MilkMilun,
Table. 4 and S (August 2000).

"Id.
., Id 11120.
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Table 26'- Mobile Telephone Subscribers Reported: Year-End 1999 •• 98

71

Number of Percent of Subocriben
S~ Carrien Subscriben Nation PODuladon ••• ner CaD;ta

AlabIna 10 1,080.410 1.4 .. 4..369,862 o.~
AlaIU , IlI'.221 0.2 619-'00 0.27
MZAlIlI 9 I.J~.321 1.4 4.778.332 0,24ManAo , 719.919 0.9 2."1.373 0,28
California 11 8""~1 10.7 33.14',121 0.26
Colorado 8 1..1'2.718 1.9 4.0'6.133 0.38
C4nnoclicuI 6 1.077,019 1.4 3.282.031 0.33
Dda..... , 270.8011 0.3 m..!31 0.36
Di_ of CoIumIIia , 910.116 1.1 119,000 I."Florida 14 '.1'80'79 6.' I' 111.244 O.J(
Gecqia 13 2.'31,9t3 3,2 7.781.240 0.33
HaWlii 8 281,~ 0.4 1.IU,m 0.24
IdaIlo 4 271.436 0..3 1.2'1,700 0,22
IIIinoia 10 3.922.412 4.9 12.12IJ70 0.31
Indi_ 10 I.J I8.975 1.7 1.942.901 0.22
Iowa 9 774.m 1.0 2.869.413 0,27
Jc.nau II 669.471 0.8 2M4.052 o.~
KonDIcty 12 911.700 1.1 3.96Q.W 0,23
LouiMw 9 1.227.106 l.l 4,372,0:" 0,28
Mlirlo 4 187.003 0.2 1.2'3040 0,1'
MaryIInd 7 1.473.* 1.8 '.171.634 0.28101__

6 1.892,01. 2.4 6.1".169 0,31
Mldli.... 13 3..!12.l13 U 9.163.77' 0.36
101_ 13 1..!30.411 1.9 4.~~ 0:52
1011_- 6 673.J" 0.8 2.7 19 O~

Miuwri 10 Im.~ 2.3 ',468,331 0,34
101_ • • • 882,779 •- 4 Y76,296 0.7 1.6Ci6.02I 0,35- 7 7-'0.335 os 1,JOll.ll] 0.41
New 6 2IO.lOI 0.4 1.20I,lJ( 0.23
Newlawy 5 z.2I9.111 2.9 1.143.412 0.28-- 6 363m .., 1.739...... 0.21
_Yade 7 4.833.116 6.1 11.196,6Ol . 0.27
_e-a.. 11 2.'36,061 3.2 7~ 0,33_Dot... • • • 633 •
0IIi0 12 3,237.7. 4,1 11.256.654 0.29
~ 9 826,6]7 1.0 3,3'1,OM 0.2'
Orep 7 91..... 1.1 3,316,154 0.28
IPab"~ 12 2.767.47. 3.l II.~.~ 0,23
........,Rico • • • 3.119 •
R_JI1oDd 6 m.J04 0.4 990,1\, 0.28
Soodle-a.. 7 1.137.232 1.4 3.115.736 0,29
Soodlllotora • • • 733.133 •
T_ 9 ;= 1.9

~
0.21

T_ 21 7.3 0.29
u.s. ViqiD_ • • • 120,917 •
u.... I 643,12<1 0,1 2.129.836 0.30
V_ • • • 193.740 •
Vl'1i* . 12 1,860,262 2.3 6,172,912 0.27
w 8 1.873"" 2.4 ',756.361 0.33
w_V..... 7 241.%65 0,3 1.106,921 0.13

:~-
9 l.l~~ 1.9 ,.2-'0.... 0.29
4 127 0,2 479 0.27N._ 76 79~ lOlA 11""1 0.29

• DoIa ..._ III _1lnD ClllIftdonIilIl.
•• CMriaI willi ...... 10.oco b Au ill. _ ..... lIllIlIqIIiIId IIlIlpllL
... 1'opolIdca. ofJuly 1999•

.. Local T,kphoM CQIllplIIliIm IU 1M NIW MilkMiMm, FedenI Communiclltionl Commission.
Common c.vrier Burau, IDdUllry Aulysis Division (AulUSl2000).
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Coming Competitors

Three alternative~ for voice telephony - cable television (broadband), voice over
the Internet, and fixed wireless - are currently available in limited areas. While they do
not. at present pose a s~ng competitive challenge to wireline telephony based on
de(!Icated switched CirCUitS, they have the potential in the near future to be viable
alternatives for telephone customers.

CABLE TELEVISION

Cable TV has been a part of American homes for decades. A number of CLECs,
most prominently AT&T, have sought to commercialize the technology that could
provide voice telephony over the same connection that provides cable TV. The
technology involved uses the cable modem to split voice telephony from the cable signal,
so that the customer would use a telephone rather than the television set to- make
telephone calls.99

Voice telephony over cable is part of a larger plan to provide broadband access
that will bundle all telecommunication services into one package (voice, TV, and
Internet). The customer would receive one monthly bill, also known as "one-stop
shopping." Additional services that cable providers would liIce to sell to customers in the
future include video conferencing and video on demand.

Cable is available in many areas of the United States. Cable infrastructure
reaches 70% of American households, some 67 million subscribers. The physical
presence of cable in an area alone does not ensure broadband or basic Internet cable
modem access. Only 40% of homes with cable have been upgraded to allow broadband
access. IOO By July of 2000, 2.27 million residential and small business users were
accessing the Internet via cable modems. IOI Projections show that over 3.6 million cable
modems will be in use by the end of 2000. 102 This is over a lOO'l& rise this year. and
projections indicate a steady though slowing increase over the next few years.

Competition in providing cable services will occur in cities and urban areas where
high population density will allow many providers to survive for the next few years, until
the next generation of services and technology redefines advanced services. The areas
that have neither cable nor telephone access are low density rural areas. Most small cities
and many rural communities have cable facilities in Texas. Yel these systems still

.. This technology is distincl from Voice over InlCnlel ProIoc:oI discussed below.

100 Cable Modem Marlca SlaU a: Projectiolll. Ctble DaIacom News. MlI'Cb 3, 2lXXl.
htlp:J/www.cabledalaComenws.comlc:miclc:mic16.html. Sec aUo Annual A.tsesamenl of the SWill of
Competition in Markets for the Delivery or Video Propammin.. Sixth Annual Report. CC Dcekel No. 99
230 (Jan. 14,2000).

10' "NcrA ReportS Fat Growth in Clble Modem, Telephony Rollouts." T./ecolMUUlictUioru
R.pon Daily (July 26, 2000). bllp"twww q,COID, .

102 "NcrA ReporU FUI Growth in Cable Modem, Telephony Rollouts.· Te/.commun;ctUilJru
R.pon Daily (July 26, 2000). bttp;//www,q,colD,
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service oilly areas where population density is large enough to support bUilding the initial
Infrastructure.

VOICE OVER INTERNET (VOIP)

Internet Protocol (IP) has revolutionized data communications worldwide. As the
speed and ~liability .of.the Internet i~~~ve. it is relatively easy to communicate using
VOIP. VOice transnusslOn has been dlgIUzcd on telecommunications carrier networks in
some cases since the 1960s. and encoding voice messages over the Internet is a natura1
progression. There are many varieties of VOIP in use today, from rudimentary
connections between two computers to sophisticated corporate interconnections. Today's
VOIP status should generally be viewed as an emerging application. used by a growing
number of customers with varying degrees of satisfaction.

VOIP relies more on the packet-switched Internet rather than the circuit-switched
telephone network, and "lost." retransmitted, or otherwise delayed packets are more
disruptive to voice calls than they are to data transmission. As a result, customer
satisfaction with VOIP calls varies. However, as technology progresses, VOIP is
expected to account for increased traffic. According to an analyst with U.S. Bancorp.
VOIP, which accounted for less than 1% of global telecom traffic in 1999, is expected to
surge to 17% by 2003 and more than 30'*' by 200~. 103 -

In Texas in the fall of 2000. SBC Communications. Inc.• proposed to provide an
IP phone system for the city government of Dallas. SBC Communications claimed that
voice quality should not be an issue in the city's network because phone traffic will have
a priority over data.104

FIXED WIRELESS

Fixed wireless is a system that provides high-speed services to customers by
attaching to the customer's premises a radio transmitter/receiver (transceiver) that
communicates with the provider's central antenna site. By doing so. the central antenna
site acts as the gateway into the public switched telephone network or the Internet for the
transceivers. Basically, the radio signals serve as a substitute for the COPPer wire or cable
strand that connect customers to the network in traditional, wired technologies.

The market for tixed wireless services is expected to reacb about $1 billion by the
end of 2002. accordin. to market researcherG~ Group. Analysts expect the national
fixed wireless market to grow significantly in the next tJuee to five years. with
projectioas estimated at 2.0 to 2.6 millions subscribers by 2003. lOS

In geosrapbic areas with limited cable or telephone infrastructure. as in some
rural areas of Texas and the rest of the United States. providers can deploy a fixed

'03 Special Report _ The Talkin, Inrcrnet, BUlinessWeek On!illll, May I, 2000,
hup;Uwww,bWDCHWS!!k.;Gay"2OOOt1>O 11&3679024,byp.

10< "SBC Propooes HiIII-Tech PItooe System (or Dallas,.. DtU/Qs Morrtin, New. (October
24.2000).

'''' Peter larich and Mendel!lOtl, lames, U.S. W/nk,u Broodbtuui It 243, ~2, and 262; SlraIellies
Group. Hi,h.sp••d 1"lImlt R.ponll 131 (Nov, 8, 2000), hnp;//www.8.JICciS!!!.!l!l!! com!.
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~ireless network faster" and cheaper (han a xDSL or cable modem system. While
Infrastructure costs of wireless networks may be significantly less than those of wireline
networks. wireless networks incur substantial costs acquiring spectrum.

In the year 2000 fixed wireless saw an improVed competitive position as an
alternative to local fixed wireline service in Texas when the Commission designated
Western Wireless Corporation as an Eligible Telecommunications Carner (ETC) and an
Eligible Telecommunications Provider (ETP). The Commission action put the company
one step closer to offering local service in cenain rural areas of Texas.

Potential Future Competitors

The following technologies could have the potential to offer local and long
distance service in the future. but currently are not ready for commercial application. If
either or both applications become commercially viable in the future, Texas customers
would have additional alternative means of delivery of telephone service that could
increase the level of competition in voice telephony.

SATELLITE

Traditional satellite networks have been limited to specialized private VSAT
(very small apenure terminal) networks. low bandwidth services and DTH (direct-to
home) video. but new broadband satellite systems are offering service comparable to
current broadband terrestrial services. Satellite services can include any fixed multimedia
service. from Internet access. local telephony, cable. video transmission, private business
networks. telemedicine. teleeducation. and video conferencing.

Service to whole regions. reaching low subscriber-density areas without costly
construction of terrestrial networks. gives satellite technology a promising future. Today,
however, most current residential satellite offerings provide information in only one
direction, downstream into the home of the user. The user needs a standard dial-up
connection to send information upstream. Several satellite providers have announced
plans to provide residential service with both downstream and upstream paths via
satellite.

ELECTRICITY. TRANSMISSION LINES FOR TELECOMMUNICA TlONS

In the future. consumers may have access to voice telephony and the Internet
using the electric grid. Two companies. Northern Telecom and Norweb Communications.
have been developing the means to send vast amounts of data along power lines withoul
distortion from electric current In the future, every home in the country could have a
second telephony wireline connection. increasing competition for telecommunication
providers.

The system works by using either fiber-optic or radio links to transmit data from
the Internet to local electricity sUb-stations. The low-voltage part of the electricity
nerwork then becomes a local area network. A small box is installed neX110 the electricity
meter in the home to send and receive data. The box itself is connected by ordinary cable
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to personlll computers, which will need to be fitted with a special card and software. The
new technology eventually could enable the introduction of applications such as
electronic commerce, telenetworking. web broadcast media, entertainment, and Intemet
telephony on a mass-martet scale.

ConclusIon
Mobile telephony is just the beginning of the technological transformation of the

traditional voice telephony market. While Commission data suggest that CLECs have
increased their market share in wireline service in Texas from a very low base. CLECs
have not dislodged the predominance of n.ECs in wireline telepbony. Advances in
telecommunications. however. offer the chance for a much more powerful form of
competition in the future using methods of delivering local telephony without a large,
well-financed incumbent to challenge directly for martet share.


